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Before the 
Federal Communications Commission 

Washington, DC 20554 
 
 
In the Matter of    ) 
      ) WC Docket no. 04-372 
July 1, 2004     ) 
Annual Access Charge Tariff Filings  ) 
 

DIRECT CASE 
 

The National Exchange Carrier Association, Inc. (NECA) presents its Direct Case 

in the above-captioned matter. 

I.  Introduction 

The Commission’s September 20, 2004 Designation Order1 directs NECA to 

provide extensive data on prior period interstate and intrastate earnings levels.  At the 

threshold, NECA observes that this information relates to prior tariff rates, not the rates 

proposed in NECA’s annual access filing and is therefore not relevant to NECA’s filing.2  

Similarly, the information requested in connection with the second and third issues 

specified in the Designation Order (regarding the lawfulness of tariff terms and 

conditions governing application of entrance facility charges) has no bearing on NECA’s 

annual access filing because those terms and conditions have been in effect for years, and 

NECA did not propose any changes to them in its filing.   

Because the information requested in the Designation Order is largely irrelevant 

to NECA Transmittal No. 1030, NECA respectfully requests that this proceeding be 

                                                 
1 July 1, 2004 Annual Access Charge Tariff Filings, WC Docket No. 04-372, Order Designating Issues for 
Investigation, DA 04-3020 (rel. Sept. 20, 2004) (Designation Order). 
 
2 July 1, 2004 Annual Access Charge Tariff Filings, WCB/Pricing 04-19, Transmittal No. 1030, NECA 
Reply (June 29, 2004) at 2 (Reply).  See 47 U.S.C. § 204(a)(1) (authorizing Commission to suspend and 
investigate “any new or revised charge, classification, regulation or practice. . . .”) (emphasis added).  
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terminated, that the Commission cancel the accounting requirements imposed by its July 

1, 2004 Suspension Order,3 and that it refrain from taking any further action with respect 

to the rates proposed in Transmittal No. 1030, which were permitted to become effective 

by that Order and which remain in effect today.  

Notwithstanding the above, NECA provides herein the information requested by 

the Commission’s Designation Order to the extent that such information is available to 

it.4  The Designation Order requests a massive amount of data.  NECA has used its best 

efforts to comply with the Designation Order’s requirements considering the short time 

allowed for response.  Further, the Designation Order in several instances requests data 

that are not available to NECA. For example, the Designation Order requests extensive 

interstate and intrastate earnings data for monitoring periods dating back to 1993.  While 

NECA maintains within its pool settlements system the information necessary to 

calculate interstate earnings levels for all requested periods,  NECA does not maintain 

account-level detail corresponding to monthly settlement data nor does NECA maintain 

intrastate earnings monitoring data, and therefore cannot respond to portions of the 

Designation Order requesting such information.5   

                                                 
3 July 1, 2004 Annual Access Charge Tariff Filings, WCB/Pricing File No. 04-18, Order, 19 FCC Rcd 
12211 (2004) (Suspension Order). 
 
4 NECA’s provision of data on prior period interstate earnings, and information regarding the 
reasonableness of previously-filed tariff terms and conditions, is without prejudice to its position that such 
data and information are outside the scope of this section 204(a) tariff investigation and as such cannot 
establish a basis for adverse Commission action with respect to NECA’s currently-effective rates.   In this 
regard, NECA incorporates by reference the arguments made in its Reply submitted in this proceeding on 
June 29, 2004 in response to petitions submitted by AT&T and GCI to suspend and investigate Transmittal 
No. 1030.   
 
5 The Commission’s access charge rules, under which NECA operates, are limited by their terms to 
interstate access services.  See 47 C.F.R. § 69.1.  
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Finally, the Designation Order directs NECA to provide explanations for 

individual adjustments submitted by companies over the course of the past 10 years.  

NECA’s settlement system includes a data field that allows companies and NECA staff to 

enter brief explanatory comments regarding true-ups.  This information is only available 

on-line for adjustments submitted within the last 24 months.6  

II. Responses to Data Requests 

a. Issue 1: Whether the revised rates in NECA’s annual access tariff are 
unjust or unreasonable. 

 
 The first issue designated for investigation is whether the revised rates in NECA’s 

annual access tariff are unjust and unreasonable in violation of section 201 of the Act.  

According to the Commission’s Designation Order, “significant questions” were raised 

by petitions seeking suspension and investigation of NECA’s tariff as to whether 

NECA’s rate development methodology has resulted in consistent overearnings over the 

past ten years.  In the Commission’s view, this may indicate that NECA’s rate 

development methodology produces access rates that are unjust or unreasonable.7  

 In its Reply to petitions against its tariff, NECA pointed out that references to 

prior earnings have no bearing on whether the rates proposed in the instant tariff 

transmittal are unreasonable.8   NECA also explained that:  

• Its proposed rates were in fact calculated to earn at authorized levels. 
• No party had suggested any flaws in the demand and cost projections 

underlying NECA’s proposed rates.9 

                                                 
6  As discussed below, the company-specific information requested by the Designation Order is considered 
proprietary and confidential by the companies involved and NECA has accordingly filed this information 
under protective seal.  
 
7 Designation Order at ¶ 5. 
 
8  NECA Reply at 2.   
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• Transmittal No 1030 incorporated a 7.1 percent reduction in traffic 
sensitive switched access rates, and that this reduction came only a year 
after NECA proposed an even larger 7.9% reduction in traffic sensitive 
switched access rates. 

• Forecasting cost and demand levels is becoming increasingly complicated 
due to technological, marketplace and regulatory uncertainties.10 

 
The Commission’s Designation Order does not discuss or evaluate any of these 

points but instead focuses almost exclusively on questions relating to prior-period 

earnings.11   

NECA’s Reply explained that initial reports of pool earnings are not necessarily 

representative of final earnings levels because not all NECA carriers complete cost 

studies by the time final Form 492 reports are due.12  Generally speaking, as cost studies 

and data true-ups are submitted, NECA pool earnings tend to “erode” below initially-

reported levels.  In support of this point, NECA provided data in its Reply showing that 

prior special access earnings, on average, tended to finalize at well-below authorized 

return levels even though initial reports showed above-authorized returns.13  This 

information demonstrated that concerns about NECA prior period overearnings in the 

special access category did not warrant suspension and investigation of the special access 

rate increases proposed in NECA’s annual filing.  

                                                                                                                                                 
9 As explained in NECA’s Reply, allegations by GCI that NECA included “inappropriate” data in its special 
access entrance facility demand forecasts were merely an attempt to bootstrap issues about tariff terms and 
conditions into an investigation of NECA’s annual filing, which did not propose to change those terms and 
conditions.   GCI’s allegations, which NECA shows herein to be baseless, are therefore outside the scope of 
a section 204 investigation of NECA’s tariff filing.   
  
10 Reply at 5. 
 
11 See, e.g., Designation Order at ¶ 11. 
 
12 To allow carriers time to prepare and submit cost studies, NECA permits carriers up to 24 months after 
an initial data month to “true up” data submitted to NECA.  Reply at 3-4.   
 
13 Reply at 4. 
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For example, in its June 29 Reply,  NECA provided information indicating that as 

of May 2004, special access earnings had declined to 15.62% (compared to the 17% level 

based on data available as of February 2004 as shown in NECA’s March 2004 Form 492 

Report) and are expected to decline further as additional pooling true-ups are submitted.14  

Looking at pooling data for August, 2004 (the most recent month available for analysis), 

NECA pool 2003 special access earnings are down to 11.7%  and, as indicated in 

NECA’s Reply,  are likely to fall substantially lower – well beneath authorized levels – 

by the time all pool data true-ups are reported.15  This information makes clear that the 

concerns expressed by AT&T and GCI about NECA prior period overearnings in the 

special access category are unfounded.   

It is also important to understand that prior-period earnings – regardless of levels 

– are simply not relevant to the rates proposed in NECA’s annual filing.  This is because 

NECA’s proposed rates are always targeted to earn at the authorized 11.25% level during 

the tariff test period.  NECA does not – indeed, cannot – target its rates at a higher level  

to offset expected losses during earlier portions of the monitoring period,16 nor can the 

Commission require NECA, in the context of a 204(a) tariff proceeding,  to target its 

rates at below-authorized levels to compensate for prior period overearnings.17   Yet, the 

                                                 
14 Reply at 3-4. 
 
15 As shown in the attachments to this filing, NECA currently projects 2003 special access earnings to 
finalize at 9.11 percent. 
 
16 See, e.g., Arizona Grocery Co. v. Atchison, Topeka & Santa Fe Railway Co., 284 U.S. 370 (1932); 
Annual 1988 Access Tariff Filings, Memorandum Opinion & Order, 3 FCC Rcd 1281, at ¶296 (1987) 
(“1988 Access Order”) (Suspending tariff revisions for Mountain Bell and Contel-Alabama because they 
included amounts for the “retroactive recoupment of amounts claimed to represent prior underearnings.”).   
 
17  See, e.g., Town of Norwood, Mass. v. FERC, 53 F.3d 377, 381 (D.C. Cir. 1995) (“The retroactive 
ratemaking doctrine prohibits the Commission from authorizing or requiring a utility to adjust current rates 
to make up for past errors in projections.”); Consolidated Edison of NY  v. FERC, 347 F3d 964, 969 (DC 
Cir. 2003) ( the rule against retroactive ratemaking "prohibits the Commission [i.e. FERC] from adjusting 
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Designation Order appears to assume that estimates of prior-period earnings levels can 

be used to adjust rates for the prospective period.18  

The Designation Order requests extensive data on the extent to which pool 

earnings show reductions over time as a result of true-ups to pooling data, asks for 

detailed information as to the causes of such true-ups, seeks information on patterns 

shown in the data, and asks NECA to validate whether its projections of earnings erosion 

for the 2003 calendar year are consistent with those patterns.  Failure to make such a 

showing, according to the Designation Order, could justify an adjustment to NECA’s 

2004 rates.19   

While NECA has responded to these requests to the extent possible, it is critical to 

understand that information on earnings erosion is largely irrelevant to the question of 

whether the rates proposed in NECA’s annual access filings are reasonable.  As noted 

above, NECA is required to set its prospective rates to earn at authorized levels without 

regard to projected final earnings levels for prior periods.  Furthermore, NECA does not 

                                                                                                                                                 
current rates to make up for a utility's over- or under-collection in prior periods.").   Nor can the 
Commission  order refunds of prior period earnings to the extent that rates during the relevant periods were 
filed on a streamlined basis and “deemed lawful” under section 204(a)(3)of the Act.   ACS of Anchorage, 
Inc. v. Federal Communications Commission, 290 F. 3d 403 (D.C. Cir. 2002). 
 
18 The Order states, for example, that based on initial March, 2004 Form 492 reports of earnings in the 
special access category “NECA would have had to establish special access rates at a level approximately 10 
percent lower than the 2003 level to have earned an 11.25 percent rate of return on rate base.” Designation 
Order at ¶ 11.   If the Commission wishes to revise its rules in some manner so as allow carriers to 
incorporate factors related to non-test period earnings levels in setting prospective rates, NECA believes 
that such a change would require a rulemaking proceeding, could apply only prospectively, and should 
apply even-handedly.  That is, if the Commission is prepared to require carriers to factor prior period 
overearnings into calculations of future rates, it should also be prepared to permit carriers to factor prior 
period underearnings into account as well.  Such a fundamental change in ratemaking methodologies is 
well beyond the scope of this proceeding, however. 
 
19 Designation Order at ¶ 18. 
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base its rate projections on data “true-ups” for prior periods, but rather bases those 

projections on final data that fully incorporate the effects of pool true-ups.20   

In other words, even if NECA (or the Commission) could, via analyses of the data 

requested by the Designation Order, develop a formula that predicts with 100% accuracy 

how 2003 earnings will “true up” when the pool window closes in 2005, that information 

would have no bearing on rates set for the 2004-2005 test period because NECA did not 

use estimates of earnings erosion in preparing its rates for the test period.  Nor would 

such a formula be helpful in evaluating NECA demand projections for the test period 

because those projections are based on final pooling data rather than initial estimates.   

Far more relevant are the steps NECA actually uses to forecast costs and demand 

levels to the test period in its calculation of prospective rates.  As discussed in Volume 2 

of NECA’s Annual Filing, NECA bases its forecasts of revenue requirements on detailed 

revenue requirement projections initially developed by cost companies, which take into 

consideration study area budget forecasts for the test period, historical trended data, and 

specific company plans and expected changes in service provisioning arrangements.  If 

budget and separations data are not available from the company, NECA relies on 

available cost study information adjusted to reflect any updated information available 

from the company. This combined information is used in NECA’s 2004 Annual Filing to 

develop access element revenue requirement for the three-year period 2003, 2004 and 

2005.   

                                                 
20 In assembling a series of prior period cost data points to estimate revenue requirements for a test period, 
NECA uses final data that fully reflect cost study submissions and other true-ups.  There is, therefore, no 
need for NECA to estimate the effects of cost study updates on preliminary pool reported costs when 
preparing rate forecasts because that information has already been reflected in the data series.  
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To ensure that cost projections are accurate, NECA evaluates historical composite 

growth rates of key line items at both the total company and pool levels.  These data are 

used in conjunction with budget and separations data provided by the companies to 

review the accuracy of the test period projections.  All forecast data are then aggregated 

to a total pool level.  Final test period revenue requirement growth for each pool is then 

compared to historical growth rates. This represents a key validation procedure to ensure 

the accuracy of the aggregate cost company revenue requirement projections for each 

pool.  

In addition, NECA systematically looks for ways to improve demand forecast 

performance.   A recent example is the introduction of a cellular price variable into 

NECA’s econometric model used to predict access minutes.   

The Designation Order, however, requests no information on the processes and 

procedures actually used by NECA to forecast costs and demand and to calculate 

proposed rates for the test period. It is for this reason that NECA respectfully requests 

that this portion of the investigation be terminated, and the Commission cancel the 

accounting order imposed by the July 1, 2004 Suspension Order.   Nevertheless, NECA 

responds as indicated in the following paragraphs to the data requests specified in the 

Designation Order.   NECA’s responses are limited in some cases to data actually 

available within its settlement systems, and are provided without prejudice to the 

positions stated above.   

Prior Period Earnings Data 

 Paragraph 14 of the Designation Order requests that NECA supply copies of its 

Form 492 final monitoring reports (“September 492s”) for the periods 1993-1994, 1995-
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1996, 1997-1998, 1999-2000, and 2001-2002.   Exhibit 1 contains FCC Form 492s filed 

by NECA for the 1993/94, 1995/96, 1997/98, 1999/2000, 2001/2002 monitoring periods.  

These filings were made in September 1995, 1997, 1999, 2001, and 2003, respectively.   

 

Intrastate Earnings Monitoring Data 

Paragraph 14 of the Designation Order directs NECA to provide intrastate as well 

as interstate earnings data for pooling companies. NECA does not collect or maintain 

intrastate earnings monitoring data and cannot respond to this portion of the Designation 

Order.  

 

Annual Earnings Monitoring Data

 Paragraph 14 of the Designation Order directs NECA to provide, in addition to 

data for two-year monitoring periods dating back to 1993, annual earnings reports based 

on data reported to NECA as of August of each year.  Consistent with the requirements of 

Table 1 of Appendix A of the Designation Order, NECA provides the requested data as 

Exhibit 2 to this Filing.   The Table is populated with initial data (as of the August 

following a calendar year, or the last year of a monitoring period)21 and final data (as of 

the December two years following the end of a calendar year or the last year of a 

monitoring period) on total interstate settlement revenues,22 total expenses and taxes, 

operating income, rate base, and rate of return.  These data are provided for the common 

                                                 
21 August data is used because this is the most recent month available for analysis when the September 
Form 492 Report is submitted.  
 
22 Settlement Revenue data shown in Exhibit 2 is the companies’ share of the total revenues reported to the 
NECA pool.  In Exhibit 2, one component of revenues is shown as Expenses and Other Taxes, and the 
remainder is shown as Operating Income. 
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line, traffic sensitive switched and traffic sensitive special access categories for each 

calendar year 1993 through 2002 as well as the underlying monitoring periods. 

 

Final Earnings Results

 Paragraph 15 of the Designation Order also directs NECA to identify pooling 

companies’ final interstate results (based on NECA’s 24-month true-up process at the 

access element level of detail for each category).   

NECA provides the requested data as Exhibit 2 to this filing in the form specified 

by Table 1 of Appendix A of the Designation Order.   This Table shows the differences 

between the initial and final amounts for each interstate FCC Form 492 category for each 

calendar year and each underlying monitoring period.  Amounts will appear slightly 

different than those submitted in FCC Form 492 reports since they represent data for all 

pool participants and are not adjusted for changes in the number of companies for which 

NECA files FCC Form 492 reports.  As noted above, intrastate earnings monitoring data 

is not available. 

 

Explanation of Differences between September 492s and Final Results

Paragraph 16 of the Designation Order directs NECA to explain any differences 

in the total interstate amounts that NECA reported on its September 492s and the final 

amounts identified in response to paragraph 15 as well as differences in intrastate 

amounts.  The Designation Order also directs NECA to address whether there is any 

pattern evident in the true-ups, the reason for any such pattern, and whether any such 

pattern may be expected to recur in subsequent years. 
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 The data for a calendar year or monitoring period reported as of August of the 

following year are preliminary because the window for revisions remains open for 

twenty-four months after the calendar year ends. For example, the window for revising 

calendar year 1993 data closed as of December 1995. 

Cost company exchange carriers generally base cost settlements data initially on 

the most recently completed cost study combined with projections related to operating 

budgets. Carriers base final cost true ups on their actual cost separations studies 

completed pursuant to FCC accounting, separations and access charge rules.  

Following the end of a calendar year, companies close their books and begin 

analyzing general ledger entries.  Companies and/or their consultants then categorize 

investments and expenses, separate costs between jurisdictions, allocate costs among 

access categories, review results for accuracy and make corrections where needed.  At 

this point, companies begin reporting cost study results in NECA settlements.   

NECA receives the bulk of member company cost studies for a calendar year in 

the 3rd and 4th quarters of the following year.  Billed revenue accounts typically undergo 

most revisions within six months after a monthly billing cycle.  Average schedule 

companies generally true up line counts and access minutes in settlements at the same 

time as revenues.  True-ups of average schedule line haul settlements data are completed 

on a monthly, quarterly, or annual basis, depending on each company’s practice for line 

haul studies. 

Data required for support payment true ups are submitted twelve months after the 

calendar year ends.  Adjustments to support payments are not reflected in pool earnings 

until the following year.  For example, revisions to Local Switching Support (LSS) for 
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2002 were filed with USAC in December 2003 and not reported to the pool until April 

2004 coincident with adjustment processing by USAC.  Because cost study and support 

payment true ups typically occur in the year after the calendar year, they are the main 

causes for the difference between initial and final views of a calendar year. 

 Generally speaking, for each calendar year (1993 through 2002) and monitoring 

period, the NECA pools have experienced earnings erosion (i.e., final pool earnings 

falling below initial reported pool levels).  This general pattern in reductions in earnings 

occurs when actual costs are reported to NECA for pool settlement true-ups after the end 

of a calendar year or monitoring period that exceed the initial estimated pool settlement 

costs reported by LECs.  

True-up in support amounts (e.g., local switching support) also occur after the 

initial calendar year or monitoring period, and after final cost studies are submitted. 

NECA notes that the gap between initial and final revenues has increased in recent years 

because support dollars have grown in proportion to revenue.  The gap between initial 

and final views of Traffic Sensitive Switched revenue jumped in magnitude with the 

introduction of LSS in calendar year 1998.23  Similarly, with the introduction of ICLS, 

the Common Line Revenue gap is widening in calendar year 2002 compared to previous 

years as ICLS true-ups are processed in the July through December 2004 settlement 

                                                 
23 For example, Exhibit 2, Table 1 shows that the gap between initial and final traffic sensitive revenues 
was less than $1 million in 1997.   It jumped to over $6 million in 1998 with the introduction of LSS. 
NECA has provided an additional true-up table for switched access revenue (Exhibit 2, Attachment 2) that 
demonstrates the extent to which LSS accounts for the persistently wide gap between initial and final 
revenues since 1998.    
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period. 24  Billed revenue true-ups, in contrast, do not have a material impact on 

differences between initial and final earnings reports.  

The information provided in Exhibit 2 illustrates this earnings erosion by 

comparing initial data to final data for calendar years 1993 through 2002 and the 

underlying monitoring periods.  The data generally show that true-ups have a relatively 

small effect on common line earnings levels, and a relatively large effect on special 

access earnings.  Such volatility is inherent to the relatively small investment base 

associated with special access and the high level of uncertainty surrounding special 

access demand.25   Special access volatility has intensified recently with increased 

emphasis on DSL and broadband deployment. 

Data for 2002 show some exceptions to this trend.  For example, switched access 

earnings during this period show an anomalous increase attributable in part to true-ups 

associated with implementation of the Commission’s MAG Order.26  More generally, 

true-ups from year to year are variably driven by changes in technology, regulation and 

the marketplace and the resulting uncertainty that the companies experience in estimating 

                                                 
24 Under current rules rate of return LECs recover a substantial portion of the common line revenue 
requirements on a residual basis via the ICLS mechanism, and are required to “true up” that data at the 
authorized rate of return.   As a result, it will no longer be possible for a carrier to achieve above-authorized 
earnings levels in this category.   
 
25  Demand for special access services is driven by changes in the business marketplace and varying needs 
for point-to-point facilities.  In rural areas especially, changes in service configurations by a relatively few 
businesses can have a disproportionate effect on company special access costs and billings.  Switched 
service demand is measured in billions of minutes, however, and costs and demands represent a larger basis 
that somewhat mitigates the degree of change in earnings levels.  
 
26 Multi-Association Group (MAG) Plan for Regulation of Interstate Services of Non-Price Cap Incumbent 
Local Exchange Carriers and Interexchange Carriers, CC Docket No. 00-256, Federal-State Joint Board on 
Universal Service, CC Docket No. 96-45, Access Charge Reform for Incumbent Local Exchange Carriers 
Subject to Rate-of-Return Regulation, CC Docket No. 98-77, Prescribing the Authorized Rate of Return for 
Interstate Services of Local Exchange Carriers, CC Docket No. 98-166, Second Report and Order and 
Further Notice of Proposed Rulemaking in CC Docket No. 00-256, Fifteenth Report and Order in CC 
Docket No. 96-45, and Report and Order in CC Docket Nos. 98-77 and 98-166, 16 FCC Rcd 19613 (2001). 
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their investment and costs.  Recent changes in switched access costs reflect changes from 

analog to digital services and from larger switches to smaller, less costly devices.  Special 

access is currently moving from voice to data services, and packet technologies such as 

DSL and ATM have added even more cost uncertainties in recent years.    

 

Most Recent Adjustments for 2003

Paragraph 17 of the Designation Order directs NECA to provide data for calendar 

year 2003 reflecting the most recent adjustments in its 24-month true-up process, 

including an estimate of what NECA believes the final results will be once true-ups are 

finished and an explanation of how NECA made its estimate.  

Exhibit 2 shows initial and projected final data by FCC Form 492 category for 

2003.  Consistent with the explanations provided in connection with paragraphs 14, 15 

and 16 of the Designation Order, the current 2003 projected numbers as of August 2004 

are lower than the initial 2003 amounts for all the access categories.   However, as noted 

above, these 2003 projected numbers still have another 16 months to true up and 

therefore cannot be considered final. 

Attachment 1 to the Table presented in Exhibit 2 explains the derivation of the 

projected final data values for 2003.  

 

Analysis of True-Up Patterns and Correlation to 2003 Projection 

        Paragraph 18 of the Designation Order directs NECA to describe the pattern it 

perceives in the flow of revenues, expense and investments during the 24-month true-up 

period, including data on the extent to which each year’s return changed during this 
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process for years 1993 through 2003.  This portion of the Designation Order also directs 

NECA to correlate this pattern with its projection for the 2003 data made pursuant to 

instructions set forth in paragraph 17 of the Designation Order.  

As described above, the NECA pools have generally experienced earnings erosion 

over the past 10 years, with true-ups most significantly affecting special access earnings.  

There is, however, no precise correlation between prior true-up data and estimates of 

2003 true-ups.  Pool earnings changes over time reflect differences in the estimates made 

by carriers for initial pool reporting versus final cost study results and the timing of 

updates that carriers report to correct prior estimates (i.e., before or after the cut-off date 

for the September Form 492 filing).  True-ups are also affected by year-to-year changes 

in the approximately 1200 study areas that participate in NECA’s pools,     

True-ups are also influenced by carrier perceptions of market dynamics and 

changes in technology and actual usage patterns.  With the telecommunications industry 

facing perhaps the most turbulent era in its history, it is thus highly doubtful that analyses 

of relationships between prior period true-up patterns and NECA’s 2003 predictions can 

be used as a reasonable basis for making adjustments to NECA’s proposed rates.   

 

Methods of Preparing Initial Submissions 

Paragraph 19 of the Designation Order directs NECA to explain how carriers 

prepare and report initial data and final data to NECA.  

To the extent that carriers have not completed cost studies, the initial numbers 

shown in Exhibit 2 reflect cost company pool settlements inputs that are based on the 

most recently completed cost study, combined with projections related to the company’s 
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operating budget.  Once cost studies are completed, companies report actual results from 

these studies in pool settlements. 

Initial reported revenues in any given month will often reflect an average of the 

three prior months.  As bills are rendered, companies report the actual revenues to the 

pool, usually within six months of the initial estimate.  Because average schedule 

settlements are demand-driven, they follow a similar pattern. 

 

Identification of Largest Adjustments  

 Paragraph 20 of the Designation Order directs NECA to identify either the 120 

largest adjustments or adjustments that account for 80 percent of post-Form 492 true-up 

totals for years 1993 – 2002.   The Designation Order specifies that the list of 

adjustments should not include data reflecting the submission of the initial cost study 

performed for the year in question, but should reflect adjustments made subsequent to the 

submission of such cost study data.  For each adjustment identified, NECA is required to 

provide the date the adjustment was reported, the month(s) to which it is applied, and the 

cause of the adjustment. 

 Exhibit 3A identifies study area data that account for 80 percent of the total true 

ups from the initial to final earnings for each of the calendar years 1993 through 2002.  In 

most years the number of study areas making adjustments that account for 80% of total 

true ups is far lower than 120.  Exhibit 3B gives the number of adjustments made by the 

study areas accounting for 80% or more of the true-ups for each of the calendar years 

1993 to 2002 for each access category.  Exhibit 3B provides explanations for the 

adjustments made for the companies shown in Exhibit 3A between the initial view and 
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the final views of data.  NECA can only provide explanations of adjustments as far back 

as 2001 and 2002 since it only retains this information in electronic format for a limited 

period of time.27  NECA cannot provide explanations for prior time periods in the short 

time provided for in the Designation Order since this data is not available electronically, 

but rather in paper form only. 

 Exhibit 3B provides explanations for companies listed on Exhibit 3A, which are 

limited to cost companies.  NECA does not have FCC Form 492 category data for 

average schedule companies.  However, NECA does recognize that changes in average 

schedule companies’ data contributes to differences in initial and final settlement results. 

Therefore, NECA is providing on Exhibit 3C initial and final views of average schedule 

settlements by calendar year by access category for those average schedule companies 

who have shown the greatest difference in settlements as defined using the same criteria 

used in Exhibit 3A for cost companies.   

 Because the data provided in response to this question involves company-specific 

data and could be regarded as competitively-sensitive by member companies, NECA 

hereby requests that the information set forth in Exhibit 3 (including all subsections) be 

treated on a confidential basis, and that companies be given notice and adequate 

opportunity to demonstrate the proprietary nature of this information before it is made 

available for public inspection.    

                                                 
27 Explanations are retained in electronic format for data periods that have been entered within the last 24 
months.  For example, any explanations entered into the settlement system from October 2002 to the 
present have been captured electronically.  As a result, explanations for 2002 data changes that occurred 
after the initial data period (i.e., beginning in September 2003) and the most recent data period (2002 is not 
yet final) are available electronically.  For 2001 changes, only those changes that occurred between October 
2002 and the final data input (i.e., December 2003) are available electronically. 
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NECA did not limit the adjustments shown in Exhibit 3A to those changes that 

occurred after the submission of final cost studies.  Adjustments of this type typically 

represent only approximately 10% of total adjustments in any given year and would not 

provide a meaningful display of material adjustments.  Virtually all the material 

adjustments that were made in calendar years 1993 through 2002 that explain the changes 

in earnings result from submission of cost studies and support true-ups.28  Moreover, 

NECA has no ready way of isolating adjustments that are made after a cost study is 

submitted. 

 

Companies with the Largest Number and Largest Aggregate Number of Adjustments

 Paragraph 21 of the Designation Order directs NECA to identify the two 

companies that submitted the greatest number of adjustments and the two companies with 

the largest aggregate amount of adjustments in each year. 

Exhibit 4A shows for each access category by calendar year those study areas that 

account for the largest number of adjustments.  Exhibit 4B, using the settlement revenue 

values from Exhibit 3A and the number of adjustments from Exhibit 4A, identifies the 

top 2 study areas accounting for the largest dollar value adjustments and the largest 

number of adjustments for each calendar year. 

Exhibit 4C provides initial and final settlement revenue, expenses and taxes, 

operating income, rate base and rate of return data for the 1999/2000 and the 2001/2002 

monitoring periods for the study areas listed in Exhibit 4B as requested in Table 2 of 

Appendix A of the Designation Order. NECA is unable to provide the account level 

                                                 
28 Changes to data that occur after cost studies are submitted are often the result of NECA cost study 
reviews.   Information on significant data adjustments that occur as a result of this activity are reported to 
the Commission on or about  January 30th of each year. 
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detail requested in Table 2 of Appendix A since pool reports do not include this 

information. 

Because the data provided in response to this question involves company-specific 

data and could be regarded as competitively-sensitive by member companies, NECA 

hereby requests that the information set forth in Exhibit 4 (including all subsections) be 

treated on a confidential basis, and that companies be given notice and adequate 

opportunity to demonstrate the proprietary nature of this information before it is made 

available for public inspection. 

 

Carrier Options for Reporting Adjustments 

Paragraph 22 of the Designation Order directs NECA to explain what options 

carriers had in reporting adjustments to NECA and to what period (months) carriers 

applied their data.  

Carriers report adjustments to NECA in compliance with NECA’s pool 

procedures.  The following is an overview of NECA’s settlement system and the pool 

reporting procedures:   

NECA’s interstate access settlement system provides for the calculation of 

settlement results on a monthly basis.  The settlement system aggregates data from all 

pool participants, producing a settlement result for each company.  The total pool 

settlement result includes a common pool rate of return applied to each company’s 

reported average net investment.29  A carrier’s reported revenues are deducted from its 

                                                 
29  Under Commission rules, average schedule companies do not report investment or expense data. Rather, 
average schedule company settlements are based upon formulae that simulate cost company settlements.  
Average schedule companies report key demand units and revenues each month, which NECA uses to 
calculate each company’s settlements. 
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calculated settlement to produce a net balance (either negative or positive.)   If the result 

is negative, the carrier will remit that amount to NECA; if positive, NECA remits the 

amount to the carrier. 

Initial monthly results are recalculated in each of the subsequent 24 calendar 

months on the basis of data adjustments reported by pool participants.  Thus, 24 months 

will elapse between initial pool results for a given data month and final results for that 

data month.  Similarly, 24 months will elapse between initial annual pool results for a 

given calendar year and final results for that year.   

On a monthly basis, exchange carriers provide an initial estimate (Data Month 

Estimates or “DMEs”) of all data items used in the development of settlement results. 

These data items from cost companies include interstate access minutes of use; access 

lines in service; revenues; uncollectibles; income adjustments for Federal income tax; 

income tax credits; income allowance for funds used during construction; expenses and 

other taxes and average net investment.  

In subsequent months, all exchange carriers are required to report adjustments to 

DMEs, reflecting actual interstate access results. Such Data Month Adjustment or 

“DMA” reports are necessary whenever the carrier identifies a change to previously-

reported data resulting from items such as completion of a cost study or discovery of 

errors in previously recorded data that would result in a change to data developed at the 

Part 69 level of detail.  

Initial demand and revenue data estimates must be adjusted to reflect actual 

values within 2 months of the reporting of a DME.  The reported adjustments must be 

applied to the applicable data month, and are not to be included in a subsequent data 

 20



month estimate.   For example, in October 2004, adjustments to data initially reported for 

the June 2004 data month must be retroactively applied to the June 2004 data month, and 

not netted with data reported for October 2004.30

Cost studies produce adjustments to interstate access expenses & other taxes 

(EOT) and average net investment (ANI) that must be reported to NECA (via DMA 

reports) after the completion of the study.  As required for revenue and demand data, 

EOT and ANI adjustments must be reported back to the applicable pool data month(s).   

Carriers do not have options affecting what adjustments need to be reported. 

Rather, they are required to true up all differences between current settlements data and 

final cost studies, revenues or average schedule settlements demand. Carriers may not all 

choose to enter such adjustments at the same time. The timing of adjustments by each 

carrier depends on its accounting and cost study practices. All carriers are required to 

complete adjustments according to NECA’s 24 month true up schedule. 

Carriers are required to report adjustments to previous estimates for all months of 

the cost study period, once the study is completed.  Succeeding data months should also 

be adjusted, on the basis of the latest cost study combined with other forecast adjustments 

known to the company.  All adjustments reported to NECA’s settlement system are 

subject to review by NECA.  Subsequent reviews of company data by NECA may require 

the reporting of retroactive adjustments by the carrier to any applicable prior data 

month(s) still “open” within the current 24-month reporting window. 31

                                                 
30 An exception to this requirement is made for reporting realized uncollectible revenues; these adjustments 
are applied to the pool data month in which the uncollectible is actually realized (written off the books.)   
 
31  Additionally, NECA pool reporting procedures require carriers to submit a revision whenever an error is 
discovered in previously-reported data, at any time during the 24-month pool reporting window. 
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Comparison of Data Submission Times for Cost Studies and ICLS True-ups 

Paragraph 23 of the Designation Order notes that the true-up process for 

Interstate Common Line Support (ICLS) must be completed within 12 months of the 

close of a calendar year and directs NECA to explain why a 12-month time frame for 

ICLS is consistent with a 24-month true-up process for the NECA pools. 

Data submission timeframes for cost studies and ICLS are consistent.  Cost 

studies are completed within 7 to 12 months from the end of the year, consistent with 

timeframes for ICLS true-ups.  On occasion data adjustments are submitted afterwards, 

but these submissions are infrequent.  Additional open months allow for follow-up data 

reviews and adjustments if errors are discovered. 

  

b. Issue 2: Whether NECA’s entrance facility charges include 
inappropriate demand projections and are unjust and unreasonable. 

 
The second issue designated for investigation is “whether NECA’s entrance 

facilities rates are calculated using demand projections for entrance facilities that are 

neither ordered nor used, and whether the resulting rates are unjust or unreasonable under 

section 201 of the Act.”32  

As stated, this issue appears to bear at least some relation to NECA’s annual 

access filing in that it references possible “inappropriate” demand projections.  It is 

readily apparent, however, that the real issue raised by the Designation Order is not 

                                                 
32 Designation Order at ¶ 24. 
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whether NECA’s entrance facility rates were calculated correctly but rather, whether the 

terms and conditions governing application of those rates are reasonable.33   

The Designation Order, for example, references section 51.515 of the 

Commission’s rules (prohibiting assessment of access charges on purchasers of 

unbundled network elements) and asks how the practice of assessing entrance facility 

charges on collocated customers can be consistent with this rule.  The Designation Order 

also asks for detailed information on service provisioning arrangements, including copies 

of interconnection agreements, and directs NECA to explain why requiring a customer to 

pay both collocation and entrance facility rates is lawful.  The Designation Order does 

not ask any questions, however, as to how NECA calculated its entrance facility charges, 

nor does it ask NECA to supply any data regarding the cost or demand estimates 

underlying those rate calculations.  

As noted above, NECA tariff provisions governing terms and conditions 

applicable to entrance facilities have been in effect for many years,34 and NECA did not 

propose any changes to these provisions in its 2004 annual access filing.35  Thus, 

questions regarding the reasonableness of those provisions are outside the scope of 

NECA’s filing and therefore not subject to investigation under section 204(a) of the 

                                                 
33 If the Commission were to accept the idea that NECA’s demand forecasts were overstated due to 
incorrect assessments of entrance facility charges on collocated carriers, the result would be an increase in 
those charges.   
 
34 In particular, the tariff language requiring that the entrance facility charge applies even when the 
customer designated premises is collocated with the serving wire center was introduced in NECA’s F.C.C. 
Tariff No. 5, as well as in other local exchange carrier interstate access tariffs, concurrent with the 
introduction of the entrance facility rate element required by the Commission’s Transport Restructure (CC 
Docket No. 91-213).  This provision was intended to ensure that AT&T did not receive an unfair advantage 
over other interexchange carriers in instances where the AT&T point of presence (POP) was located at the 
LEC serving wire center.   
 
35 Indeed, under section 69.3(a) of the Commission’s rules, NECA is not even permitted to propose changes 
to tariff terms and conditions in the context of an annual rate filing.  
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Act.36  Accordingly, NECA respectfully requests that the Commission terminate this 

portion of the proceeding as well, and take no further action with respect to the 

application of entrance facility charges in the context of this proceeding.  

NECA nevertheless responds as follows to the questions set forth in the 

Designation Order with respect to the lawfulness of imposing entrance facility charges in 

circumstances involving collocated access and local interconnection arrangements:  

 

Application of Access Charges to Customers who have Interconnection Arrangements 

 The Designation Order correctly notes that section 51.515 prohibits the 

assessment of access charges on purchasers of elements that offer telephone exchange or 

exchange access services.  However, to the extent that a customer uses collocated 

arrangements37 for the origination and termination of interstate interexchange traffic, the 

access charges specified in NECA’s tariff, including entrance facility charges, do apply.  

Indeed, the Commission’s Part 69 rules require the application of entrance facilities 

                                                 
36 As noted above, section 204(a) authorizes the Commission to suspend and conduct investigations 
“[w]henever there is filed  any new or revised charge, classification, regulation or practice . . . .” 47 U.S.C. 
§ 204(a) (emphasis added).  Pursuant to the “filed rate doctrine”, tariff rates and provisions that have been 
duly filed and permitted to become effective are considered at a minimum to be “legal” and not subject to 
re-suspension and re-investigation under section 204 simply because a carrier has proposed changes to 
other provision of its tariff.  
 
37 The Commission has adopted two sets of rules for collocation.  Part 64 expanded interconnection 
collocation (47 C.F.R. § 64.1401) is available for access to interstate switched and special access transport 
services.  NECA tariff participants are explicitly exempted from expanded interconnection requirements.  
Part 51 local interconnection collocation (47 C.F.R. § 51.323) pursuant to section 251(c)(6) of the 
Telecommunications Act is available to competitive local exchange carriers (LECs) for the provision of 
local exchange and exchange access to the competitive LEC’s customers.  The Commission has explained 
that the provision of interexchange service to the incumbent LEC’s customers is not telephone exchange or 
exchange access.  Implementation of the Local Competition Provisions in the Telecommunications Act of 
1996, CC Docket No. 96-98, Interconnection between Local Exchange Carriers and Commercial Mobile 
Radio Service Providers, CC Docket No. 95-185, First Report and Order, 11 FCC Rcd 15499 (1996). 
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charges in these circumstances.38  Where carriers use collocation arrangements for the 

origination and termination of interexchange traffic, application of access charges 

therefore does not violate section 51.515 of the Commission’s rules.39  

Consistent with the requirements of the Commission’s Triennial Review Order, 

NECA’s tariff permits customers providing both interexchange and local exchange 

services (such as GCI) to commingle traffic on the same facility.40  However, as the TRO 

makes clear, LECs are not required to “ratchet” or prorate facility charges,41 nor are rate 

of return LECs required to tariff an access cross-connect element in the absence of 

geographically deaveraged rates for transport services.42  Thus, NECA Tariff F.C.C. No. 

5’s assessment of entrance facility charges on customers obtaining combined 

interconnection and interexchange facilities is permissible under the Commission’s 

Interconnection rules.  

                                                 
38 47 C.F.R. § 69.110(a) (“A flat-rated entrance facilities charge expressed in dollars and cents per unit of 
capacity shall be assessed upon all interexchange carriers and other persons that use telephone company 
facilities between the interexchange carrier or other person’s point of demarcation and the serving wire 
center.”) (emphasis added).  
 
39 47 C.F.R. § 51.515(d) further clarifies that the prohibition on interstate access charges applies to 
elements purchased by requesting carriers providing both telephone exchange and exchange access services 
to the requesting carrier’s end users.   
 
40 As described below, GCI is commingling unbundled network elements that it uses to offer local 
exchange service and exchange access with tariffed access services it uses in the provision of interexchange 
service to ACS’ end users.   
 
41 “[W]e do not require incumbent LECs to implement any changes to their billing or other systems 
necessary to bill a single circuit at multiple rates (e.g., a DS3 circuit at rates based on special access 
services and UNEs) in order to charge competitive LECs a single, blended rate.”  Review of the Section 
251 Unbundling Obligations of Incumbent Local Exchange Carriers, CC Docket No. 01-338, 
Implementation of the Local Competition Provisions of the Telecommunications Act of 1996, CC Docket 
No. 96-98, Deployment of Wireline Services Offering Advanced Telecommunications Capability, CC 
Docket No. 98-147, Report and Order and Order on Remand, and Further Notice of Proposed Rulemaking 
18 FCC Rcd 16978 (2003) (Triennial Review Order) at ¶ 580.  
 
42 Multi-Association Group (MAG) Plan for Regulation of Interstate Service of Non-Price Cap Incumbent 
Local Exchange Carriers and Interexchange Carriers, CC Docket No. 00-256, Federal-State Joint Board on 
Universal Service, CC 96-45, Report and Order and Second Further Notice of Proposed Rulemaking, 19 
FCC Rcd 4122 at ¶ 31 (2004).. 
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Details of ACS Service Arrangements

 The Designation Order at paragraph 28 directs NECA to explain in detail the 

manner in which ACS companies provide collocation and entrance facility arrangements 

to GCI and other interexchange carriers in specific offices located in Fairbanks and 

Juneau, to explain any divergent treatment, and to provide a diagram showing how 

collocation and entrance facilities are provisioned.   

NECA has obtained information from ACS indicating that there are three 

facilities-based interexchange carriers (IXCs) operating in the Fairbanks and Juneau 

offices, one of which is affiliated with ACS.  Each utilizes ACS’ network to originate and 

terminate calls to ACS local exchange service end users. 

Two of the three carriers, including ACS’ affiliate, obtain access via traditional 

arrangements and are accordingly assessed tariffed switched access charges, including 

entrance facility rates, for the origination and termination of interexchange traffic for 

ACS’ local exchange service end users.   

GCI operates as a competitive local exchange carrier (CLEC) at each of the 

identified offices in these areas and has arranged for section 251(c)(6)collocation 

pursuant to negotiated interconnection agreements that establish “the rates, terms and 

conditions for local interconnection, local resale and purchase of unbundled network 

elements”.43  Copies of the currently-effective interconnection agreements between ACS 

and GCI, as approved by the Regulatory Commission of Alaska, are included as required 

by the Designation Order in Exhibit 5. 

                                                 
43  See  Exhibit 5, ACS-F/GCICC and ACS-AK/GCICC Interconnection Agreements at ii. 
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Exhibit 6 includes the diagrams requested by the Designation Order.   These 

diagrams show that GCI’s CLEC operation is correctly charged for collocation, total 

service resale and unbundled network elements to the extent it uses ACS’ facilities to 

provide local exchange service to its own end users, and exchange access to IXCs 

(including GCI’s IXC operation)  that provide services to those end users.  ACS has 

confirmed that GCI’s CLEC operation is not charged tariffed switched access charges 

related to these services.  GCI’s IXC operation is, however, charged tariffed switched 

access charges, including entrance facility rates, for the origination and termination of 

interexchange traffic to ACS’ local exchange service users and GCI’s total service resale 

end users.  Thus, there is no divergent treatment of IXCs in the application of tariffed 

access charges. 

Figures 1 and 2 of Exhibit 6 depict the facility provisioning of collocation and 

entrance facilities in the identified offices. Both are annotated to reflect the various 

charges applicable to each collocation or entrance facility arrangement.  Approximately 

half of the DS3 facilities running between GCI’s switch in Fairbanks and ACS’ Globe 

office, and all of the DS3 facilities running between GCI’s switch in Juneau and ACS’ 

Juneau-Main office, were ordered by GCI as tariffed access services and reflect the 

commingling of tariffed mixed use access services with unbundled network elements.  

Rates for the DS3 facilities and associated DS3/DS1 multiplexers are ratcheted to reflect 

the mixed use of these facilities as specified in section 6.4.7 of Tariff F.C.C. No. 5.  The 

remaining DS3 facilities in Fairbanks were ordered pursuant to the interconnection 

agreement to serve the needs of GCI’s Fairbanks local exchange service end users and are 

not assessed tariffed access charges.  
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c. Issue 3:  Whether the language in section 6.1.3 of NECA Tariff FCC 
No. 5 relating to entrance facility charges is unjust or unreasonable. 

 
Issue 3 references the language of section 6.1.3 of NECA’s Tariff (governing 

application of entrance facility charges) and directs NECA to file draft language that 

could be used to revise this section if the Commission reaches an adverse decision on 

Issue 2. 

As stated above, NECA believes that its current tariff terms and conditions are 

reasonable and, since it did not propose change to these terms and conditions in its annual 

access filing, questions regarding them are outside the scope of this tariff investigation. 

Nevertheless, NECA has considered an alternative approach to the provision of entrance 

facilities for those carriers that have obtained section 251(c)(6) collocation pursuant to 

Part 51 of the Commission’s rules.   

Specifically, NECA would propose to establish a new category of entrance 

facility that would apply in lieu of the “traditional” entrance facility charge.  The new rate 

element would be priced below the existing charge and designed to recover the costs 

associated with the new element.44  In order to make such a filing NECA would need 

time to obtain and develop the necessary cost support and demand for the new element, 

and may also need to consider adjustments to other traffic sensitive rates.   

                                                 
44 This could be accomplished by amending section 6.1.3(A)(1) of Tariff F.C.C. No. 5 by inserting the 
following language after the fourth paragraph:  
 

If the customer designated premises and the serving wire center are collocated in the same 
Telephone Company building pursuant to an interconnection agreement with the Telephone 
Company that provides for collocation as specified in section 251(c)(6) of the Communications 
Act of 1934 As Amended By The Telecommunications Act Of 1996, then the rate specified in 
Section 17.2.2 for an Interconnected Entrance Facility will apply.   
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NECA submits draft tariff language in response to the Designation Order without 

prejudice to its position that existing tariff terms and conditions governing assessment of 

entrance facilities charges are reasonable and consistent with the Commission’s rules.  

 

III. CONCLUSION 

 The Commission’s inquiry into the extent of earnings erosion in past years is 

largely irrelevant to the reasonableness of rates proposed in NECA’s Transmittal No. 

1030.  Similarly, questions regarding the reasonableness of NECA tariff provisions 

establishing terms and conditions for assessment of entrance facility charges are outside 

the scope of this proceeding because NECA did not propose changes to those provisions 

in the instant filing.  Accordingly, NECA respectfully requests that the investigation 

instituted by the Commission in its Suspension Order be terminated, the accounting 

requirements imposed by that Order cancelled, and that no further action be taken with 

respect to NECA’s annual access tariff filing.  

Notwithstanding the above, NECA has responded to the extent possible to the 

information requirements specified in the Designation Order.   NECA’s data submissions 

show that earnings erosion is a real phenomenon and that initial earnings reports for the 

special access category provide no basis for suspension or further investigation of 

NECA’s proposed rate increases.  Further, NECA shows that its tariff provisions  
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governing the assessment of entrance facility charges are reasonable and that charges 

assessed on GCI in ACS’ Fairbanks and Juneau end offices are consistent with the 

Commission’s Part 51 and 69 rules.  

 

     Respectfully submitted, 

 

NATIONAL EXCHANGE CARRIER 
ASSOCIATION, INC. 

 

     By: /s/ Richard A. Askoff
      Richard A. Askoff 
      Its Attorney 
       

 80 South Jefferson Rd. 
 Whippany, NJ  07981 
 (973) 884-8000 

 
 

October 12, 2004 
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Corresponds with FCC Appendix A: Table 1

                              Common Line                             Traffic Sensitive (SW)
Operating Average Rate Of Operating Average Rate Of Operating Average Rate Of

Income Investment Return Income Investment Return Income Investment Return
Initial 1993 Amounts: $859.171 $694.338 $164.833 $1,273.964 12.94% $854.617 $733.600 $121.017 $887.927 13.63% $63.845 $53.843 $10.002 $72.548 13.79%
Initial 1994 Amounts: $926.863 $756.423 $170.440 $1,465.660 11.63% $825.518 $717.200 $108.318 $881.652 12.29% $56.885 $48.238 $8.647 $71.963 12.02%
Initial 1993-94 Amounts: $1,786.173 $1,453.716 $332.457 $1,376.367 12.08% $1,681.684 $1,454.218 $227.467 $873.677 13.02% $120.869 $102.395 $18.474 $72.468 12.75%

Final 1993 Amounts: $859.319 $697.211 $162.108 $1,286.851 12.60% $856.234 $737.093 $119.141 $865.844 13.76% $64.006 $54.167 $9.839 $72.979 13.48%
Final 1994 Amounts: $926.531 $761.610 $164.921 $1,497.342 11.01% $826.257 $719.739 $106.517 $879.191 12.12% $57.514 $49.007 $8.508 $75.116 11.33%
Final 1993-94 Amounts: $1,785.850 $1,458.821 $327.029 $1,392.096 11.75% $1,682.491 $1,456.832 $225.658 $872.518 12.93% $121.520 $103.173 $18.347 $74.047 12.39%

Difference Between 1993 Amounts: $0.148 $2.873 -$2.725 $12.887 (34) $1.617 $3.493 -$1.876 -$22.083 13 $0.161 $0.324 -$0.163 $0.432 (31)

Difference Between 1994 Amounts: -$0.332 $5.187 -$5.519 $31.681 (62) $0.739 $2.540 -$1.800 -$2.461 (18) $0.629 $0.769 -$0.140 $3.152 (69)
Difference Between 1993-94 Amounts: -$0.323 $5.105 -$5.428 $15.729 (33) $0.806 $2.614 -$1.808 -$1.159 (9) $0.651 $0.779 -$0.128 $1.580 (36)

Initial 1995 Amounts: $986.119 $818.603 $167.516 $1,675.630 10.00% $841.223 $731.308 $109.916 $905.328 12.14% $61.423 $51.899 $9.524 $74.372 12.81%
Initial 1996 Amounts: $1,051.436 $870.418 $181.018 $1,731.069 10.46% $847.930 $743.977 $103.953 $834.724 12.45% $60.861 $52.967 $7.893 $70.711 11.16%
Initial 1995-96 Amounts: $2,037.740 $1,695.490 $342.250 $1,727.256 9.91% $1,690.132 $1,477.973 $212.159 $867.661 12.23% $122.443 $105.265 $17.178 $73.789 11.64%

Final 1995 Amounts: $986.238 $821.288 $164.950 $1,696.027 9.73% $842.335 $734.447 $107.888 $900.949 11.97% $61.629 $52.331 $9.298 $76.899 12.09%
Final 1996 Amounts: $1,051.230 $870.728 $180.502 $1,732.716 10.42% $849.178 $747.427 $101.751 $829.582 12.27% $61.127 $53.378 $7.748 $73.690 10.51%
Final 1995-96 Amounts: $2,037.469 $1,692.016 $345.452 $1,714.372 10.08% $1,691.513 $1,481.874 $209.639 $865.265 12.11% $122.755 $105.709 $17.046 $75.294 11.32%

Difference Between 1995 Amounts: $0.119 $2.686 -$2.566 $20.397 (27) $1.112 $3.139 -$2.028 -$4.380 (17) $0.206 $0.432 -$0.226 $2.526 (71)

Difference Between 1996 Amounts: -$0.206 $0.310 -$0.516 $1.647 (4) $1.248 $3.450 -$2.201 -$5.142 (19) $0.266 $0.411 -$0.145 $2.979 (65)
Difference Between 1995-96 Amounts: -$0.271 -$3.474 $3.203 -$12.885 17 $1.381 $3.901 -$2.520 -$2.396 (11) $0.313 $0.444 -$0.131 $1.505 (32)

Initial 1997 Amounts: $1,130.355 $926.385 $203.970 $1,820.631 11.20% $834.569 $737.008 $97.561 $797.035 12.24% $63.259 $56.088 $7.171 $75.743 9.47%
Initial 1998 Amounts: $1,262.551 $1,039.840 $222.711 $1,893.836 11.76% $889.023 $771.404 $117.619 $783.621 15.01% $77.985 $67.744 $10.241 $90.865 11.27%
Initial 1997-98 Amounts: $2,393.038 $1,971.806 $421.232 $1,863.457 11.30% $1,723.706 $1,510.233 $213.473 $781.648 13.66% $141.297 $124.622 $16.675 $86.784 9.61%

Final 1997 Amounts: $1,130.577 $932.045 $198.532 $1,833.553 10.83% $834.604 $738.961 $95.643 $780.195 12.26% $63.290 $56.858 $6.431 $82.713 7.78%
Final 1998 Amounts: $1,262.708 $1,045.465 $217.243 $1,972.354 11.39% $882.696 $769.277 $113.419 $773.399 14.67% $78.278 $69.041 $9.237 $99.307 9.30%
Final 1997-98 Amounts: $2,393.285 $1,977.510 $415.775 $1,902.953 10.92% $1,717.300 $1,508.238 $209.062 $776.797 13.46% $141.568 $125.900 $15.668 $91.010 8.61%

Difference Between 1997 Amounts: $0.222 $5.659 -$5.437 $12.921 (38) $0.035 $1.953 -$1.918 -$16.840 2 $0.030 $0.770 -$0.740 $6.970 (169)

Difference Between 1998 Amounts: $0.157 $5.625 -$5.468 $78.518 (37) -$6.327 -$2.128 -$4.199 -$10.222 (35) $0.293 $1.297 -$1.005 $8.442 (198)
Difference Between 1997-98 Amounts: $0.247 $5.704 -$5.456 $39.496 (38) -$6.406 -$1.995 -$4.410 -$4.852 (20) $0.271 $1.278 -$1.007 $4.226 (100)

Initial 1999 Amounts: $1,341.836 $1,118.538 $223.298 $1,969.425 11.34% $845.810 $745.443 $100.367 $798.652 12.57% $99.327 $85.459 $13.868 $110.237 12.58%
Initial 2000 Amounts: $1,416.908 $1,173.112 $243.796 $2,051.154 11.89% $850.585 $754.109 $96.476 $806.710 11.96% $133.676 $115.090 $18.586 $156.533 11.87%
Initial 1999-00 Amounts: $2,758.641 $2,298.103 $460.538 $2,012.555 11.44% $1,698.819 $1,502.906 $195.913 $793.883 12.34% $233.521 $202.005 $31.517 $137.290 11.48%

Final 1999 Amounts: $1,341.700 $1,125.064 $216.636 $1,973.887 10.98% $848.143 $748.768 $99.375 $781.243 12.72% $99.897 $86.947 $12.950 $118.024 10.97%
Final 2000 Amounts: $1,416.355 $1,175.227 $241.128 $2,057.134 11.72% $844.088 $751.723 $92.365 $793.921 11.63% $134.375 $117.346 $17.029 $168.260 10.12%
Final 1999-00 Amounts: $2,758.055 $2,300.291 $457.764 $2,015.511 11.36% $1,692.231 $1,500.491 $191.740 $787.582 12.17% $234.272 $204.294 $29.978 $143.142 10.47%

Difference Between 1999 Amounts: -$0.136 $6.526 -$6.662 $4.462 (36) $2.333 $3.324 -$0.991 -$17.409 15 $0.570 $1.488 -$0.918 $7.787 (161)

Difference Between 2000 Amounts: -$0.553 $2.115 -$2.668 $5.980 (17) -$6.497 -$2.385 -$4.112 -$12.789 (33) $0.699 $2.256 -$1.557 $11.727 (176)
Difference Between 1999-00 Amounts: -$0.586 $2.189 -$2.775 $2.956 (9) -$6.588 -$2.415 -$4.173 -$6.301 (17) $0.751 $2.289 -$1.538 $5.852 (101)

Initial 2001 Amounts: $1,541.814 $1,279.117 $262.697 $2,208.988 11.89% $883.521 $775.584 $107.937 $848.984 12.71% $194.046 $163.332 $30.714 $229.411 13.39%
Initial 2002 Amounts: $1,883.129 $1,595.742 $287.387 $2,284.008 12.58% $736.244 $624.451 $111.793 $861.832 12.97% $255.404 $217.486 $37.918 $290.246 13.06%
Initial '2001-02 Amounts: $3,426.046 $2,879.984 $546.062 $2,265.866 12.05% $1,613.126 $1,398.142 $214.984 $842.503 12.76% $450.607 $383.349 $67.259 $267.555 12.57%

Most Recent 2001 Amounts: $1,542.582 $1,284.000 $258.582 $2,247.637 11.50% $876.716 $773.693 $103.023 $822.378 12.53% $195.334 $165.933 $29.401 $244.884 12.01%
Most Recent 2002 Amounts: $1,881.530 $1,604.117 $277.413 $2,288.318 12.12% $720.810 $607.831 $112.980 $821.105 13.76% $258.523 $226.180 $32.344 $308.693 10.48%
Most Recent 2001-02 Amounts: $3,424.112 $2,888.118 $535.994 $2,267.978 11.82% $1,597.526 $1,381.523 $216.003 $821.742 13.14% $453.857 $392.112 $61.745 $276.789 11.15%

Difference Between 2001 Amounts: $0.768 $4.883 -$4.115 $38.649 (39) -$6.805 -$1.891 -$4.914 -$26.606 (19) $1.288 $2.600 -$1.312 $15.473 (138)

Difference Between 2002 Amounts: -$1.599 $8.375 -$9.974 $4.310 (46) -$15.434 -$16.621 $1.187 -$40.727 79 $3.119 $8.693 -$5.574 $18.447 (259)
Difference Between 2001-02 Amounts: -$1.934 $8.133 -$10.067 $2.111 (23) -$15.600 -$16.619 $1.019 -$20.761 38 $3.250 $8.764 -$5.514 $9.233 (142)

Initial 2003 Amounts: $1,961.146 $1,689.114 $272.032 $2,278.156 11.94% $762.485 $643.082 $119.403 $788.897 15.14% $316.218 $274.491 $41.727 $356.748 11.70%

Most Recent 2003 Amounts: $1,961.146 $1,689.114 $272.032 $2,278.156 11.94% $762.485 $643.082 $119.403 $788.897 15.14% $316.218 $274.491 $41.727 $356.748 11.70%

Difference Between 2003 Amounts: $0.000 $0.000 $0.000 $0.000 0 $0.000 $0.000 $0.000 $0.000 0 $0.000 $0.000 $0.000 $0.000 0

Projected Final 2003 Amounts: $1,954.093 $1,691.364 $262.729 $2,335.748 11.25% $748.533 $635.673 $112.860 $814.443 13.86% $319.189 $283.662 $35.527 $390.046 9.11%

EXHIBIT 2
FINAL & INITIAL VIEW OF REVENUES AND EXPENSES & TAXES 1993 - 2003 WHERE INITIAL VIEW IS OF AUGUST OF THE LAST YEAR OF THE VIEW
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Table 1 shows pool true-up data for cost companies only.  NECA does not have 492 level 
account detail for average schedule companies. To complete the true-up record, NECA 
has added another exhibit that displays average schedule true-up data. This true-up table 
uses the same reporting periods (initial and final) and income difference criterion as is 
used for cost companies. 
 
Settlement revenue data shown is the companies’ share of total revenues reported to the 
NECA pool.  In this report, one component is shown as Expenses and Other Taxes, and 
the remainder is shown as Operating Income.  
    
2003 projections were developed by examining projections of demand and costs as of 
August 31, 2004. On the demand side, NECA relies on company forecasts for its lines 
forecasts. NECA verifies the reasonability of these forecasts in two basic ways: First, 
NECA develops its own forecast for each study area using a trend model. Second, NECA 
compares a study area’s forecast to those submitted by other companies.  
 
NECA develops forecasts of minutes and special access service demand internally. The 
2003 minutes forecast is derived from an econometric model that has passed a battery of 
statistical tests as documented in the 2004 Annual Filing. “Minutes” is the dependent 
variable.  The independent variables are log of real price for interstate wireline services, 
the log of real price for wireless services, the log of real disposable personal income, and 
employment. The special access forecast is built on an autoregressive, integrated moving 
average (ARIMA) time series model, which produces forecasts from history by weighting 
the most recent historical data more heavily than data from the more distant past.  Tests 
of this model are also documented in NECA’s 2004 Annual Filing.   
 
On the cost side, NECA bases its 2003 forecasts for expenses and other taxes and average 
net investment (rate base) on the forecasts submitted by member companies for the 2004 
Annual Filing. These forecasts are the product of a company’s view of calendar 2003 
after reviewing historical growth trends and analyzing needs of the business for that year. 
They are not final forecasts because cost companies have not completed 2003 cost studies 
by August 31, 2004. Nevertheless, these forecasts have also undergone a battery of 
reasonability checks at NECA, including comparisons of 2003 data with individual 
companies’ historical growth trend. 
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Total Switched
Revenue Uncollectible Support Revenue

1998
Initial $593.68 $0.13 $295.47 $889.02
Final $594.76 $0.23 $288.16 $882.70
Difference $1.08 $0.10 ($7.31) ($6.33)

1999
Initial $567.44 $0.09 $278.46 $845.81
Final $568.42 $0.14 $279.86 $848.14
Difference $0.98 $0.05 $1.40 $2.34

2000
Initial $563.07 $0.24 $287.76 $850.58
Final $562.61 $0.26 $281.74 $844.09
Difference ($0.47) $0.01 ($6.02) ($6.50)

2001
Initial $587.04 $0.72 $297.20 $883.52
Final $587.17 $0.99 $290.53 $876.72
Difference $0.13 $0.27 ($6.67) ($6.81)

2002
Initial $458.87 $21.72 $299.09 $736.24
Final $456.95 $20.90 $284.77 $720.81
Difference ($1.92) ($0.81) ($14.33) ($15.43)

2003 Initial $448.30 $3.37 $317.55 $762.49
Projected $448.37 $3.00 $303.17 $748.54
Difference $0.07 ($0.37) ($14.38) ($13.95)

TS/Switched Billed Access Charge Revenue and LSS True-Ups
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Exhibit 6
Figure 1

Fairbanks Network Configuration Notes

1. UNE-L loops - Interconnection Agreement, Part C, Attachment I, Section 1.1.1.
2. UNE-P loops, network interface device, end office switching and, where applicable, direct transport – 

Interconnection Agreement, Part C, Attachment I, Sections 1.1.1; 1.1.2.d; 1.1.5.b; and 1.1.7.
3. Total service resale loops – Interconnection Agreement, Part C, Attachment II

and Part C, Attachment I, Section 1.9.
4. Entrance facility – Interconnection Agreement, Part C, Attachment I, Sections 1.2.5 and 1.2.7.
5. GCI provided local facilities to extend UNE-L loops to GCI switch via a virtual collocation arrangement.
6. Access entrance facilities for IXC interexchange traffic from/to ACS end users, CLEC’s total

service resale end users and CLEC's UNE-P end users – Tariff F.C.C. No. 5, Sections 6 and 7. ACS
provided UNE transport to GCI local service end users – Interconnection Agreement, Part C, 
Attachment I, Section 1.3.2.

7. Access DS3/DS1 multiplexing for IXC interexchange traffic from/to ACS end users, CLEC's
total service resale end users and CLEC's UNE-P end users – Tariff F.C.C. No. 5, Sections 6 and 7. ACS
provided UNE DS3/DS1 multiplexing supporting GCI local service end users - Interconnection Agreement,
Part C, Attachment 1, Section 1.4.2.

8. Access end office elements for IXC interexchange traffic from/to ACS end users and CLEC’s
total service resale end users  – Tariff F.C.C. No. 5, Section 6.



Exhibit 6
Figure 2

Juneau Network Configuration Notes

1. UNE-L loops - Interconnection Agreement, Part C, Attachment I, Section 1.1.1.
2. UNE-P loops, network interface device, end office switching and, where applicable, direct transport – 

Interconnection Agreement, Part C, Attachment I, Sections 1.1.1; 1.1.2.d; 1.1.5.b; and 1.1.7.
3. Total service resale loops – Interconnection Agreement, Part C, Attachment II and Part C,

Attachment I, Section 1.9.
4. Entrance facility – Interconnection Agreement, Part C, Attachment I, Sections 1.2.5 and 1.2.7.
5. GCI provided local facilities to extend UNE-L loops to GCI switch via an adjacent collocation arrangement.
6. Physical collocation in basement of Juneau-Main host office and adjacent collocation next to

Sterling remote office – Interconnection Agreement, Part C, Attachment I, Section 1.2.1.
7. Access entrance facilities for IXC interexchange traffic from/to ACS end users, CLEC’s total

service resale end users and CLEC's UNE-P end users – Tariff F.C.C. No. 5, Sections 6 and 7. ACS
provided UNE transport to GCI local service end users – Interconnection Agreement, Part C, Attachment I,
Section 1.3.2.

8. Access DS3/DS1 multiplexing for IXC interexchange traffic from/to ACS end users, CLEC's
total service resale end users and CLEC's UNE-P end users – Tariff F.C.C. No. 5, Sections 6 and 7. ACS
provided UNE DS3/DS1 multiplexing supporting GCI local service end users - Interconnection Agreement,
Part C, Attachment 1, Section 1.4.2.

9. Access end office elements for IXC interexchange traffic from/to ACS end users and CLEC’s total
service resale end users – Tariff F.C.C. No. 5, Section 6.

10. Access tandem switched transport elements for IXC interexchange traffic from/to ACS end users
and CLEC’s total service resale end users – Tariff F.C.C. No. 5, Section 6.
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